Students\u27 Department by Baumann, H. P.
Journal of Accountancy 
Volume 56 Issue 1 Article 7 
7-1933 
Students' Department 
H. P. Baumann 
Follow this and additional works at: https://egrove.olemiss.edu/jofa 
 Part of the Accounting Commons 
Recommended Citation 
Baumann, H. P. (1933) "Students' Department," Journal of Accountancy: Vol. 56 : Iss. 1 , Article 7. 
Available at: https://egrove.olemiss.edu/jofa/vol56/iss1/7 
This Article is brought to you for free and open access by the Archival Digital Accounting Collection at eGrove. It 
has been accepted for inclusion in Journal of Accountancy by an authorized editor of eGrove. For more information, 
please contact egrove@olemiss.edu. 
Students’ Department
H. P. Baumann, Editor
AMERICAN INSTITUTE EXAMINATIONS
(Note.—The fact that these solutions appear in The Journal of Account­
ancy should not cause the reader to assume that they are the official solutions 
of the board of examiners. They represent merely the opinions of the editor 
of the Students' Department.)
Examination in Accounting Theory and Practice—Part I
May 11, 1933, 1:30 P. M. to 6:30 P. M.
The candidate must answer the first three questions and one other question.
No. 1 (37 points):
You are engaged by the chairman of the reorganization committee of the S Y 
Manufacturing Company to make an examination of the books of account and 
records of the company for the period from January 1, 1926, to June 30, 1932, 
and to render a report. It is specifically requested by the chairman that your 
report contain an application-of-funds statement embodying a complete sum­
mary of securities and cash transactions during the period.
Your examination discloses the following facts:
The company was organized January 1, 1926, to bring together, under the 
control of one corporate management, five competing concerns manufacturing 
automobile accessories, with plants located in distant large cities.
The new corporation took over the fixed assets of all the other companies 
(gross value $8,000,000 less $3,000,000 depreciation), issuing cash and securi­
ties therefor, as set forth in the following summary:






















B 300,000 500,000 800,000
C 800,000 400,000 1,200,000
D 400,000 400,000
E .................... 1,600,000 1,600,000
Totals .... . $1,600,000 $ 300,000 $2,000,000 $1,100,000 $5,000,000
In order to provide cash for working capital and to pay off bank loans of 
$1,000,000, releasing collateral set up at a like book value, additional securities 
were issued as follows:
$900,000 first mortgage 6 per cent gold bonds at 90
$700,000 7 per cent preferred stock at par
100,000 shares, no-par common stock, at $15 per share.
The capitalization of the new company was as follows:
First mortgage 6 per cent sinking fund gold bonds............... $2,500,000
7 per cent preferred stock, par value $100 per share.............$2,500,000
No-par common stock, stated value $10 per share................. 350,000 shares
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Further information, obtained in the course of your examination, is set forth 
in the tabulation on the following page.
As of January 1, 1928, the corporation issued and sold 5,000 shares of its 7 
per cent preferred stock at par. As of January 1, 1929, it issued and sold 5,000 
shares of its 7 per cent preferred stock at par and 5,000 shares of its no-par 
common stock at $25 per share, in order to provide additional working capital 
and for other corporate purposes.
Upon the basis of your examination of the company’s accounts, you have 
prepared the following balance-sheet as of June 30, 1932:
The S Y Manufacturing Company































First-mortgage 6 per cent sinking-fund gold bonds, 
maturing January 1, 1941 (a).............................
Net worth:
Capital stock—
Preferred 7 per cent stock, authorized 25,000 
shares, par value $100 each, issued and out­
standing 20,000 shares.................................. $ 2,000,000
Common stock, authorized 350,000 shares no 
par value, stated value $10 each, issued and 
outstanding 305,000 shares.......................... 3,050,000
2,100,000
$ 5,050,000
Paid-in surplus—excess of sale price of common 
stock over stated value thereof........................... 575,000
Earned surplus............................................................... 1,275,000* 4,350,000
$7,970,000
Solution:
Chairman of the Re-organization Committee,
The S Y Manufacturing Company.
Dear Sir:
Pursuant to your instructions, we have made an examination of the accounts 
of the S Y Manufacturing Company for the period from January 1, 1926,
* Denotes red figures.
(a) Sinking fund payment of $100,000 due May 1, 1932, has not been paid.
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the date of organization, to June 30, 1932, and submit herewith our report, 
consisting of comments and the following described exhibits:
Exhibit A—Balance-sheet, June 30, 1932.
Exhibit B—Statement of application of funds, for the period from January 
1, 1926, to June 30, 1932.
Exhibit C—Condensed statement of profit and loss, by years, for the period 
from January 1, 1926, to June 30, 1932.
Exhibit A shows the following marked weaknesses in the financial condition 
of the company on June 30, 1932: over-investment in fixed assets, working 
capital deficit, default of bond-sinking fund instalment of $100,000, and 
$70,000 preferred dividends in arrears. The financial policy as indicated in 
Exhibit B, may be summarized and analyzed as shown on the following page.
The merger of the five predecessor companies, on January 1, 1926, involving 
the acquisition of fixed properties of $5,000,000 and investments of $1,000,000 
was financed by (l)the issuance of securities to the five companies in the amount 
of $3,900,000, and (2) by the sale of securities for cash in the amount of 
$3,010,000. This financing provided the company with a cash working 
capital of $910,000 on January 1, 1926:
Cash transactions at organization
Receipts:
Bonds—$900,000 at 90.............................................. $ 810,000
Preferred stock—$700,000 at par............................. 700,000
Common stock—100,000 shares at 15..................... 1,500,000
Total......................................................................... $3,010,000
Disbursements:
To predecessor companies for fixed assets.............. $1,100,000
To banks for release of collateral............................. 1,000,000 2,100,000
Cash balance, and working capital, January 1, 1926 $ 910,000
During the period of its operations the company spent an additional $5,000,- 
000 for fixed properties. Altogether $10,000,000, representing about 75 per 
cent of the total funds available during the company’s existence, was expended 
for fixed assets.
Funds provided by operations during the six and one-half years totaled 
$4,643,160. Despite the large annual requirements for additions to plant, 
the company paid dividends totaling $2,625,000 during the period, reinvesting 
only about $2,000,000 of the funds provided by profits. The remaining 
funds for the plant extension were obtained by the issuance of additional secu­
rities ($1,125,000), and by drawing on working capital. As a result, the 
cash working capital of $910,000 with which the company commenced opera­
tions in 1926 was transformed into a working capital deficit of $797,840 on 
June 30,1932.
The summary on page 63 shows dividend payments in relation to profits, 
by years, over the period.
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It appears that the company's present financial difficulties could have been 
averted if the directors had adopted a more conservative policy with respect 
to common dividends.
Yours very truly,
(Note.—Exhibit A is not reproduced here; it should be in the form of the 
balance-sheet presented in the problem. Exhibit C is likewise omitted; no 
data is given in the problem for the preparation thereof. The above com­
ments apply only to exhibit B; any pertinent facts disclosed in the preparation 
of the other exhibits should be covered in the report.)
The S Y Manufacturing Company Exhibit B
Statement of application of funds, January 1, 1926, to June 30, 1932
Funds provided:
By issuance of securities:
First mortgage 6% gold bonds: 
January 1, 1926..............................
January 1, 1926—at 90.....................
Total................................................





No par common stock: 
January 1, 1926—at $10...............
January 1, 1926—at $15...................
January 1, 1929—at $25...................
Total................................................
Funds provided by security issues
By operations:
Net profits transferred to surplus.........
Add back:
Depreciation.......................................
Amortization of bond discount.........






























Funds provided by operations..........
By sale of investments (cost $1,000,000).. 
By sale of salvage......................................
By current borrowing—excess of current 
liabilities over current assets and pre­
paid expenses, June 30, 1932:
Current liabilities...................................





















Funds applied to fixed properties.. ..




To purchase of investments.....................


















The following explanatory adjustments and working papers do not form a 





To set forth the net profits for the period trans­




Reserves for depreciation.............................................. 2,710,000
Depreciation................................................................
To set forth the provision for depreciation 
(charged to profits) for the period.
(c)
Land and property......................................................... 2,325,000
Reserves for depreciation..........................................
To restate the book value of the property retired 




Expenditures for renewals............................................. 50,000
Reserves for depreciation.......................................... 50,000
To set up the expenditures for renewals which 
were charged to depreciation reserves.
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Reserves for depreciation.............................................. $85,000
Salvage recoveries....................................................... $85,000
To set forth the salvage recoveries credited to 




First-mortgage 6% bonds.......................................... 400,000
To set forth bonds retired during the period.






To set forth the dividends paid during the 
period.
(h) 
First-mortgage 6% bonds.............................................. 90,000
Unamortized bond discount...................................... 90,000
To set forth the bond discount on the $900,000 
par of bonds which were sold at 90.
(i) 
Unamortized bond discount.......................................... 47,160
Bond discount.............................................................
To set forth the bond discount charged to op­







Loss on sale of investments......................................
To record the investments which were carried 























































































































































































































































































































































































































































































































































































































































































































































































































































































































































 797,840 797,840 $10,618,160 $10,618,160 $1,520,000 $1,520,000 $16,961,000 $16,961,000
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